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The Importance of Zakah 



All praise be to Allahfe, Creator of the Heavens and the Earth, and 
Owner of the Day of Judgement. We bear witness that there is 
nothing worthy of worship other than Allahite, and that the Prophet 
Muhammed# is his final messenger. 



Islam encourages employment, entrepre- 
neurial activity, trade and the equitable 
distribution of wealth. In order for commerce 
to benefit society, Islam imposes several 
obligations on those involved in wealth- 
creation. Amongst these is the obligation 
of Zakah. 

Zakah is the third pillar of Islam. Its 
importance is such that the Qur'an refers to 
Zakah in 82 separate verses. Scholars infer 
that the giving of Zakah has both an outer 
and an inner dimension. The outer dimension 
involves the purification of a Muslim's 



wealth. The inner dimension suppresses the 
ego, quelling tendencies such as selfishness 
and miserliness. 

Whilst the content of this guide is based 
upon the Hanafi school, an attempt has 
been made to identify some key areas 
where differing opinions are held. This 
guide aims to summarise, not explain, the 
Zakah treatment of many contemporary 
assets in scenarios typically faced by British 
Muslims - please visit the Al-Qalam website 
at www.alqalam.org.uk for a detailed 
explanation of the Sharf'ah rulings. 



What is Zakah? 

Zakah is a compulsory act of worship which requires Muslims, who own wealth at or over 
the Nisab level (see box below) to donate a portion of their qualifying wealth, typically 
2.5%, to eligible poor Muslims. It is a right the poor have over the rich. 



Definition of Nisab 

The Nisab was set by the Prophet (s) at a rate equivalent to 87.48 grams of gold and 
61 2.36 grams of silver. 

If a person only has gold as an asset, then the Nisab measure for gold must be used. If, 
however, the person has a mixture of assets, then the Nisab level for silver should be used. 
Some scholars hold the Nisab measure for gold can be used even when a mixture of assets 
are owned. 

To ascertain the current monetary equivalent of the Nisab limit, it is necessary to establish 
the market rate for a gram of gold and silver. This can be obtained from www.kitco.com. 
The price of silver in June 201 2 would indicate a Nisab value of £435.66. 



Those barred from receiving Zakah 

A Hashimi 

The payer's descendant (children, grandchildren, etc.) 
• The payer's ascendant (parents, grandparents, etc.) 
The payer's spouse - please note some scholars permit 
a husband to receive Zakah from his wife 
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Who Pays Zakah? Who 
Receives Zakah? 



Every Muslim falls into one of the three categories below: 

1 . Those required to pay Zakah must be: 

• Sane 

• Adult (have reached puberty) 

• Muslim (Zakah is not paid by Non-Muslims) 

• Sahib'l-Nisab (owner of qualifying wealth equal to or above Nisab - defined below) 

Please note the other three schools consider Zakah payable on qualifying wealth owned by the insane and children. 

2. Those entitled to receive Zakah: 

The Qur'an decrees Zakah is "solely for the poor, and the needy, and those employed 
to collect these [funds], and those whose hearts have to be reconciled; and in 
[freeing] those in bondage, and in [releasing] those in debt, and in the way of 
Allahjfe;, and for the wayfarer". (9:60) 

Whilst some contemporary scholars have defined those in the 'way of Allah ' to include 
hospitals, schools and other such welfare projects, this is not the view of the Al-Qalam 
Shan'ah panel. Please consult the 'Utilisation of Zakah for Welfare Projects' paper on the 
Al-Qalam website for further details. Most Zakah is earmarked for the poor and destitute. 
The poor can be defined as those whose surplus assets are valued below the Nisab level. 
Surplus assets can be defined as those assets which are never used, or those assets which 
are Islamically impermissible. 

3. Those who are not required to pay Zakah nor entitled to receive Zakah: 

There are some people whose Zakatable wealth is below the Nisab amount; hence they do 
not need to pay Zakah, even though they may be very wealthy. These people are therefore 
in a position where Zakah does not affect them personally, either in having to pay Zakah or 
entitlement to receive Zakah. 



Example 



Someone who is entitled to receive Zakah 



Zaynab is a poor widow and owns only £1 00 worth of Zakatable assets and hence is not 
liable to pay Zakah. She does, however own her own house, where, in addition to 
owning basic necessity items, she owns some surplus items, which are never used, such 
as a second sofa set, and also some cooking utensils. The market value of these surplus 
items comes to £250, and when added to her Zakatable assets, comes to a total of £350. 
Given this total figure is less than the Nisab level, Zaynab can receive Zakah. 

Someone who neither has to pay nor can receive Zakah 



Zaid has valued his Zakatable assets at £200, hence is not liable to pay Zakah. Zaid also 
owns his own home within which he has many surplus items whose value easily exceeds 
the Nisab threshold. Zaid is therefore not liable to neither receive nor pay Zakah. 



Those paying Zakah should carry out reasonable checks (or appoint a competent agent on 
their behalf) to ensure the recipient of Zakah is eligible. Those paying Zakah also need to 
understand which of their assets are liable for Zakah, which we will now proceed to look at. 



Qualifying Zakah Assets 



There are four key types of asset to consider upon which Zakah is typically payable at a rate of 2.5%: 

1 . Personal Assets (only gold, silver and cash to be considered) 

2. Business Assets (all assets to be considered) 

3. Agricultural Assets (Livestock and crops - these are not addressed in this guide given 
they are mostly not applicable to British Muslims) 

4. Debts (both owed to others and owed by others to oneself) 
Personal and business assets can be further categorised as follows: 

purchased as an investment to generate 
dividends, then as Zakah is only due on the 
Zakatable assets of the firm (e.g. raw 
material and finished goods), a realistic 
attempt must be made to calculate the 
percentage of the shareholding relating to 
Zakatable assets. Any dividends received 
should be added to one's cash balance for 
Zakah purposes. 

iv. Pensions 

Pensions received by an individual after 
retirement are liable to Zakah. Contributions 
made to a final salary pension prior to 
retirement are not liable to Zakah. 
Contributions made to money purchase/ 
personal pensions are typically invested on 
behalf of the pension holder, hence are 
liable to Zakah once the funds are 
received by the third party appointed to 
make the investment. Please refer to the 
Al-Qalam website for more details. 
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1. Gold & Silver 

Gold and silver, in whichever form (jewellery, 
coin, ingot etc.) are subject to Zakah. If one 
owns personal-use items made from a 
mixture of metals, these are only liable to 
Zakah if half or more of the metal is gold or 
silver. Consequently, gold plated jewellery is 
not liable for Zakah. Please note some 
scholars would consider the gold and silver 
part of assets comprising of a mixture of 
metals to be included in calculating one's 
qualifying assets. 

2. Cash & Liquid Investments 

Cash and liquid investments are fully subject 
to Zakah. 

3. Business Assets (including Stocks, 
Shares, Property and Pensions) 

Assets can be categorised as follows: 

i. Property & other Fixed Assets 
The Zakah treatment for these assets is 
principally based upon the intention behind 
the purchase. If the asset is purchased with 
the express intent to trade, then that asset 
effectively represents 'stock in trade' and 
therefore the entire value of the 
property/asset stock is subject to Zakah. If 
there is any other intention, then it is not 
subject to Zakah. 

ii. Finished Goods, Work in Progress and 
Raw Materials 

These are subject to Zakah, as they are 
purchased with the express intention for resale. 

iii. Shares / Unit Trusts / Equity Investments 
If shares are purchased with the express 
intention for resale then the entire holding is 
subject to Zakah. If however shares are 



Q How is business stock valued? 

A For businesses involved in manufacturing 
goods, all finished goods must be valued 
at their sale price, and all unfinished 
goods at market price. For example, a 
textiles factory owner would value all 
finished garments at the price they are 
sold to retailers, and all unfinished 
garments at a price they would sell for in 
their unfinished state. 

For business owners involved in reselling 
goods only, all goods must be valued at 
their sale price. For example, a newsagent 
or petrol station owner would value all 
stock at actual retail prices. 



L_p Zakah on Debts & Other 
Business Assets 

For debts Others Owe to you: (please refer to the Al-Qalam website for a detailed explanation) 



Zakah is paid on... 



1 . Strong debts even before they are received. Strong debts refer to: 

(1) Personal loans made to friends, family or anyone else (2) Trade debtors who purchase 
goods on account and owe you money on the Zakah anniversary date. (3) Dividends due. 

2. For assets held under any type of Bare (Nominee) Trust, such as bank accounts held by a 
parent on behalf of their child for example, Zakah is payable unless the beneficiary is a 
minor (pre-pubescent). If the beneficiary is a child who 'has come of age' then the 
trustees are required to pay Zakah on behalf of the beneficiary. 



1 . Bad Debts (i.e. those which one realistically has no hope of recovery) 

2. Weak Debts are included in Zakah calculation only AFTER they are received. Weak debts 
include: a) Wages (salaries and other forms of remuneration), b) Outstanding dowry 
and c) Outstanding inheritance 

3. Zakah is not payable on assets held in trust (other than Bare Trust - see above). Zakah 
liability will only occur on assets once they have been received by the beneficiaries. 

■» 

For Debts payable to others: 



Can be Deducted 

• Outstanding basic living expenses which have not yet been paid 
for (e.g. utility bill) 

• Goods purchased on credit - If you have taken receipt of goods 
but not yet paid for them, and fully intend to pay the debt 

• Outstanding salaries and remuneration due to others 

• Unpaid dowry to one's wife - Assuming one intends to pay this 
during the year then it too can be deducted 

• Personal loans 

• Commercial loans - The entire loan cannot be deducted against 
assets, only one year's payments 



Cannot be deducted 

Payments to Diminishing Musharakah* 
home purchase schemes are not 
deductible. On the contrary, Zakah may 
need to be paid on the 'on account' 
payments used to purchase all or part of 
the property in the future. Scholars have 
opined that if the bank account payments 
can be accessed by the tenant personally 
then Zakah must be paid. 

*See 1 st Ethical's 'Halal Money' guide to find out more 
about Diminishing Musharakah. 



Mortgages and other instalment-based debt 

The Al-Qalam panel are of the view only twelve months' worth of debt repayment should 
be deducted from Zakatable assets, not the entire amount. If the debt is interest-based, 
then only the portion of debt due to repaid, not interest payments is deductible. 

Q Do I have to pay Zakah on my daughter's Child Trust Fund (CTF)? 

A For assets held within a CTF, if no option has been taken to invest the funds, Zakah is 
not due until the child reaches the age of eighteen. For assets held within a CTF 
where an investment choice has been made (e.g. into a Shan'ah fund), the beneficiary 
is required to pay Zakah once they Islamically 'come of age'. At this time, given they 
are unable to access the CTF monies directly, they can either pay from other funds if 
possible, or at a later date if no other funds are available. 
5 A 



When to Pay Zakah 



Zakah is payable only on assets which are held on the lunar anniversary of becoming 
Sahib'l-Nisab, i.e. the owner of wealth equal to or in excess of Nisab. The following points 
need to be taken into consideration when deciding upon the date when calculating Zakah 
will be due: 



Date when person first became 
Sahib'l-Nisab 

An individual's Zakah year starts on the 
date their wealth first equalled Nisab. The 
Zakah liability should be calculated every 
year thereafter on that date. If a person 
cannot remember the date he first 
became Sahib'l-Nisab, then he should best 
estimate that date. 

If a reasonable estimate of the date 
cannot be made, then a date should be 
fixed at random. The beginning of an 
individual's Zakah year may be fixed in 
Ramadhan, but this is not necessary. 
However, giving charity in Ramadhan 
yields greater rewards. 

Fluctuating wealth during year 

It is quite possible that a person's wealth 
may fluctuate above and below the level 
of Nisab during the year. If this is the case 
then Zakah is only due if wealth is in 
excess of the Nisab at the end of the 
Zakah year. 

Distribution Date 

Zakah should be disbursed as soon as 
possible. At the very latest Zakah should be 
distributed one year after the calculation 
date. 

It is permissible to prepay Zakah for future 
years. However at the time of payment the 
intention must clearly be for future years. 



Q What if I have missed my Zakah 
in previous years? 

A A realistic attempt must be made to 
calculate the Zakah due for each of the 
years missed. This amount must then 
be paid as a matter of urgency. 

Q When giving Zakah, do I have to 
inform the recipient of the 
nature of payment? 

A No. You can disguise the Zakah 
payment as a gift. 

Q Do I pay Zakah on haram income? 

A Zakah is not payable on haram income. 
The entire value of haram income must 
be given in charity. 

Q How is gold valued? 

A From a Sharf'ah perspective, gold is 
valued at whatever price one is able to 
obtain on the market. Please refer to 
the Al-Qalam website 
(www.alqalam.org.uk) for a detailed 
explanation. 

Q Is Zakah payable on 9 carat gold 
jewellery? 

A For those owning gold as jewellery, the 
only jewellery with a carat rating of 1 2 
or above is Zakatable, (18 or 24 carat 
usually). Carat ratings less than 1 2 
indicate that majority of the metal is 
not gold and hence not Zakatable. 

Q Can Money paid in tax be offset 
against money paid as Zakah? 

A No, as the two are completely different. 
However money owed in tax can be 
deducted from Zakatable assets. 



The Zakah Calculator 

) 

If you wish your Zakah figure to be automatically calculated for you, please use the 
Zakah Calculation Form available at www.1stethical.com. 
Alternatively, please use the form below: 

Work your way chronologically through the form, referring to the preceding pages 
when required. 

When performing your calculations, always use market values for your asset valuations. 
Use a pencil initially as it may take a couple of attempts to get the calculation right. 
If you have any queries please consult a scholar of your choosing. 
When performing your calculations, always use market values for your asset valuations. 



Assets 


Totals 


Liabilities 


1 

Totals 


Gold 




Personal loans owed to others 




Silver 




Outstanding mortgage payments 
(for current Zakah Year) 




Cash at Bank 




Rent, bills and other utilities 
outstanding 




Property (for resale only) 




Goods purchased on credit 




Profit from rental income 
(if not already included 
in Cash above) 




Salaries due to be paid to staff 




Shares (for resale) 




Dowry to wife 




Shares held as investment 
(refer to page 7) 




Commercial loans (only 12 months 
payments can be deducted) 




Debts owed to you 




Bad debts 




Pension fund value 
(see exemptions) 




Muajjal debts (12 months' worth 
of future debts can be included) 








Any other valid deduction 








Outstanding basic living expenses 
(see page 1 1) 




BOX 1 : TOTAL ASSETS 




BOX 2: TOTAL LIABILITIES 


> 



BOX 1 — BOX 2 = ^ 9 Net Assets x 2.5% = Zakah Due 

Disbursing Zakah 

If the charity you are using takes administration expenses from the Zakah funds, then 
add an additional amount to compensate for this. (The maximum a Muslim charity will 
normally take will be 12.5%). 

Zakah is always paid on the balance of assets owned on the Zakatable date, not on 
fluctuating amounts during the year or even an average amount. 

In case of a query, please contact a scholar of your own choosing or visit www.alqalam.org.uk 



Tax-Efficient Charitable 
Donations 



Charitable donations made by an individual to UK registered charities will attract tax relief 
via the Gift Aid Scheme. Donations are deemed to have been made net of basic rate tax. 
Charities are able to reclaim this tax* and thereby increase the value of the donation. 
For example a contribution of £80 made by a taxpayer would be increased by £20 as a 
result of Gift Aid making a total contribution of £1 00. 



Taxpayer gives in charity 


+ 


Gift Aid 




> 

Total contribution 


£80 




£20 




£100 

> 



If an individual pays higher rate tax, they can claim higher rate relief (an additional tax 
saving of 20% of the gross contribution) via their tax return. Many people prefer to pay 
their Zakah directly to foreign institutions. Given foreign institutions tend not to be UK 
registered, they do not qualify for any tax concessions. In this scenario, it is advisable to 
make the initial payment to a British-registered charity. After claiming the tax concessions, 
the charity can donate money to the foreign institutions, in accordance with the terms of 
its charity trust deed. 

•Provided the individual has paid enough tax to cover the amount that will be reclaimed by the charity. 

Summary 

The payment of Zakah enables Muslims to fulfil a central obligation of Islam, and can 
lead to the removal of poverty in society. 

The United Nations set a target for 23 'rich' countries to give 0.7% of their Gross 
Domestic Product (GDP) to 'under-developed' countries as aid by 2010 - a target which 
the present British government is committed to, notwithstanding these austere times. 

The potential of a small percentage of the wealth of the rich to transform the lives of the 
poor should not be underestimated, especially when one considers in many societies the 
richest one percent of the population can own over a quarter of the total wealth. 

We pray to Allah jZ, that He is pleased with this guide, and makes it a means through which 
the obligation of Zakah can be fulfilled correctly. If there are any errors, they are solely 
from ourselves, whilst any guidance can only be from Allah jfei alone. 

The Shan'ah accuracy of this guide has been verified by Al-Qalam Shan'ah Panel 



1 st Ethical Charitable Trust is committed to empowering British Muslims to benefit society through 
faith-based campaigns partnering with leading charities such as the RSPCA, Age UK, Salvation Army and 
Islamic Relief. For further information, please visit www.1stethical.com. 



Al-Qalam Shan'ah Scholar Panel provides British Imams and Muslims with scholarly Islamic expertise on 
legal and financial matters. For more information, pleasevisitwww.alqalam.org.uk. 



